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Axel Michaelowa: Carbon pricing can help innovation 

Theory and practice? 

• Political realities: insufficient incentive for 

innovation 

• Sobering results in practice: long-term 

consistency, price volatility, 

overallocation 

Impacts? 

• Carbon taxes and CDM have led to 

innovation 

• Emissions trading: so far little effect, 

blamed on crisis and price volatility 

Recommendation 

• Build trust in persistence of pricing 

• Appropriability of innovation revenues 

• Use revenues for innovation, challenging 

design 

Brännlund et al. (2014) for Sweden 



Kasturi Das: Trade as a balancing act of carrots and sticks 

Aim: creating an incentive framework that induces reluctant countries to join 

and discourage free riding by them 

 

How can such a framework be achieved? 

• “Carrots” (exclusive benefits for members) or “sticks” (penalties on non-

members) 
• Trade measures, e.g. Border Carbon Adjustments (BCAs) 

 

Climate folks nervous whether club approaches would violate the WTO law 

WTO compatibility: devil in the details of the design, application of the BCA, 

and eventual enforcement:  
• “(t)he WTO dispute system can never deal with all violations of  obligations. Many 

cases will never be brought; some cases will be settled before there is a ruling; some 

rulings will be negotiated away; and some rulings will be ignored.” 

 

Imperative for the club approaches not to vitiate the environment for 

cooperation 
 



Carbon pricing, technology and trade 

Carbon pricing: popular and efficient instrument, but 

• Incentives for free-riding 

• Not necessarily in major countries’ interest 

• Innovation market failure: underinvestment in innovation 

 

Technology: more parallel incentives for technology leading countries 

(= major emitters), but 

• Current discussions focussed on capabilities and institutions 

• Technology leaders hesitant to share and cooperate (fear of 

creating own competitors) 

• Lack of money and (Annex-I) political will 

 

Trade: so far limited link to climate change 

 



How might a coalition work? 

Countries that join the club: 

• Commit to some level of carbon pricing (comparability/networked?) 

• Commit to financing low-carbon technology and R&D, domestically 

and in developing country club members 

• Agree to treatment of international trade to address negative effects 

of pricing and stimulate innovation 
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Why would countries join such a coalition?  

• Countries want to do something about climate change 

 

• Countries truly interested in carbon pricing: reduce carbon leakage 

(e.g., European Union) 

 

• Countries that have difficulty accessing technology, funding 

research or setting up innovation systems can access funds  

 

• Countries that perceive setting up carbon pricing systems as costly 

may be convinced by benefits arising from trade arrangements 

 

• Countries that are worried about other countries’ capabilities to 

adopt low-carbon innovations can raise funding to help 



Points for discussion 

• Really?  

 

• What would be the arrangements for international trade?  

 

• How can trade, carbon pricing, finance and technology reinforce 

each other for climate change mitigation? 

 

• Which countries would be willing to join such a coalition?  

 

• Would such arrangements fit under the UNFCCC or should it be an 

independent effort?  

 

• How can comparability of efforts be ensured? 

 


